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ELuASEa

The Honorable

The Secretary of the Irsasary
Wy dear Mr. Secretary:

Reference is made to your letter cduted Jumuary 13, 1949, in
which you request a decision as o whether this Ofrice would ob-

ject to the Buresn of Federal supply entering imto an 2gveement

with Babeock and wilcox Tube Company, Inc., and Gasoline Products
Campany, inc., which ml.d provids for the payment by Baboook and
4ilcox Tool Company to Gasoli.m Products Campsny the =um of
242,499,656, collected from the Surean of Fedsral Supply as & part
of the reyalty provided for in certain contracts beiween that ::'-
Paresu and pabcock and #ileox Tube Jompany, and the relsase, ip
consideration aof such payments, of Babeock and ¥ilcox Tubs Company -
snd the Buread of Federal Supply from further claim for royelty .
suthorized 1icensor under the patent invelved. | * i
The facts outlined in your letrer of Jamuary 13, as supple- ‘
meatod in informedl discussions with persemiel of your Departamnt, ' ;1
are as followas . ”
In the years 19&24\9!31:, four contracis, Nos., Li-Tps-S819, :

[A=Tps=12912, _i~Tp8=33288 and La~Tps=53248, were entered into be~

tween the Procurament Nivision, Treasury Dapar'&mt, now Barean

T
WO I s TSRS T e s I T R -vrppn‘r-n’ 4;,&-" 3- R Ny AT AT TG T e S e T ®
LA SRR T I M NI T e T e ..; €T TR T "i‘?t‘} .r," Do 3 -.’-."-*‘:w'.;‘?% ER DAY S



rd)

B~82907 -2 -

of Fedsral Supply, od Bﬂh;:bck ané %¥ilcox Tubs Caupany for the
purchsse from that company o oet_'w.n quantitias of hot rolled
sednloss steel tubes for shipment to Xussis, under Lend-lease,

It is understoocd thet esch of the contracts providad thet the com-
tract price should be *Plus Dixon Patent royalty of $10,00 per nst
ton pet, if upplicable, for the dccount of the Gasoline Precucts
Compary." In accordsnce with these provisions, Babcock and #ilcox
_ Tube Cospeny collected royalties from the nnraau of Federal Supply
in the wmommt of $42,499.66 but, appamtly due to csrtain doudts
88 to the validity of the patsnt involved, paid no part of said
sum w Lasoline Prodncu_z company. In the course of & reaudit com-
ductad by the Eureau of Pedsral Supply, -the-propristy of the
royalty paysents was chAllsnged and, thereafter, ths 3ureau re-
fused to make further royalty payments and demanded the refund of
payments previcusly sade, Baboock and Wilcex Twbe Company, while
willing te refund the royaliy paymenits tharctotarc recaived, is
wwilling to make such refund mtil tha Bureen of Faderel Supply
sxacutes & release and indemnification agresment to praotect it,
Babeock and Wilcox Tube Compary, from further lisbility in the
matter. This agreement has 105 been nmcuted. It appearsthut,
after the paymemt of further royalties was ruspendsd, approximately
1,503 1/3 toms of tubing were purchased vader the contracts io~
velvod, 42 oatdined above, the agreswment now proposed-—uhick is
wndarstood has notbmro&cedtomungWW the paye

mant to Gasoline Preducts Company of royalties in the sum of
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$42,199.66, now being held by Baboock and Wilcox Tube Company, |
and the waiver by Gasoline Products Coampany of furtber claim for
woallected payments of 315,&33.97 involved in the purcheses made
after royalty paymenis were suspanded,

The record indicates that the Uixom patent, Y. S. Letters

Patent No. 1,950,786, dzted april 13, 193k, was issued to the

Yoxss Company but that, by reasos of contracts between that com- |
pany and Gasoline Predacts Gompamy, the letiar claims the right |
to grant licenses thoreunder; ihat varions msnufacturers of chrome O
teel tubing, including 3aboock and Wilcox Tube Company, wers

authorised by Gasoline Products Company to msuufactare tubing of
the typs covered by the Dixee patent, provided they collected &
Toyally of oe oent par pound (subsequantly reduced to ae-half |
cent par pound) on $uhing produced fo foreign use from such pur~

chasers of said tuhing as are not licensed wader the Dixzem patent;

end that this suthority in Baboock snd Wileox Tube Compary, while

oot in the form of 2 farmal agrsement, has besn recognised since

193l, as is evidenced by the fect that Bsbeoek and Wilcox Tube

" Coupstly consistently bss collected ther.vyal. ya ég;-atwths rete of cne

cent or ane-half cent per pound fram its unlicemsed custamers.

It appears clear that, under the contract prwuim' quoted
above, the liability of the Covemmant for the payment of the Dixon
patant royalty is depemdent upon the applicability of the royalty
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to the purchases involved, Such appliocability, in tam, appears
to be depondant upon the validity of the patent and the binding
affect of the agreement betwean Zaboock and Wiloox Tube Campany
andsasoun- Preducts Company, If the patant is vslid and the

agreament binding, the Covermment would be liabls for the entire
amount of the royalty involwed, or $57,933.63. 1If, on ths other
m,thepatmtumtvalmortheagramtudtmwm, the

Government would not bennblez‘ar.wpartctthoroyaltypayb

ments, Baboock and Tilce: Tube Compsny apparently wes not without
doubt on eiiher of these points, Its leiter dated April 13, 1948,
to the Buresn of Federal Supply-evidently writtsn in respomse to

the deménd of the Bureau for the refund of roymly piyments-~is,
in part, as follews:

"Re, an our part, have nuwver pald this royalty /the royalty
wmdsy the four contracts hers invelw %o Gasoline ta '
Company pending some deolsion on the validity of this patent,
5ince, to the Lest of our knomledge, there has been no legal dew
cision which would elarify the validity of this pstent, we bdee
lieve it would be in order at this tizme to mals refund to you

of the entire Dixmn patent royalty we have oollacted from you.
sgainst lend~Lease contracts.”

... Nrthereaore, Lt 15 understood that Gasoline Products Company i
has failed to take action against numsrous infringemsnte of e _ |
Mxon patenty and, whem taien together with its willingness to compro= ;E
xise & elaim for over 315,000 less than its full azount, such fact ’S

" is indicative of hesitancy on the part of Gasoline Products Company jf
to test the walidity of the patant involved, | H}
Inssmuch ss it is not established that the Dixon patent is

d
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gpplickbls to the supplies furnished undaer the comiracts, the con-
tractor camnot be said to be lsgally entitled to any part of the
royalty payments provided for in the oumtrsets, It follows that
there 13 ne legal aumthority fer the sxecuiion of & compromise
agreensnt ahich woxld permit the contractor to reiain the royalty
paywsats of $42,199.66 beretofore mide under the coptracts but that
such amount should be recoversd from the contractor, leavisg Gasoline
Products Company to suck legal rewedy as it might elect to awplay.
If Babcock and Gilcox Tube Company should refuse to repay the amount
of royalty held by them, the matter should be referred to this
Cffice for the institutiom of proceodings leoking to colleetiom
thereof.

Sincerely yours,
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Canmptroller Gensral
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